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SUBJECT:  PDVSA  SELLS  USD  3.2  BILLION  WORTH  OF  BONDS 

REF:  A.  CARACAS  1340 
IB.  CARACAS  1362 
1IC.  CARACAS  12  2 8 

1.1 . (U)  PDVSA  announced  on  October  2 6 that  it  will  sell  USD 

3.2  billion  (face  value)  of  a Petrobono  combination  (see  ref 
A for  details).  It  said  it  accepted  all  offers  received  but 
did  not  give  further  details  about  who  the  buyers  were.  As 
the  bonds  are  dollar-denominated  but  bought  from  PDVSA  in 
bolivars,  PDVSA  will  raise  about  9.7  billion  bolivars  with 
this  issuance  (Bs  9.7  billion  = USD  3.26  billion  in  face 
value  x 2.15  Bs/USD  (the  official  exchange  rate)  x 138 
percent  (the  price)).  A financial  sector  contact  told 
Econoff  he  expected  banks  and,  secondarily,  insurance 
companies  were  the  major  purchasers  of  these  bonds  thanks  to 
incentives  offered  by  the  Venezuelan  government  (GBRV)  and 
the  Central  Bank  (BCV;  ref  B).  Further  sweetening  the  deal 
for  banks,  the  National  Assembly  is  in  the  process  of 
modifying  the  Central  Bank  law  in  a way  that  will  allow  the 
BCV  to  buy  PDVSA  debt  (septel).  (This  modification  would 
reduce  the  default  risk  for  local  banks,  as  it  gives  an 
implicit  guarantee  that  the  BCV  would  accept  PDVSA  debt 
through  its  discount  window  in  return  for  local  currency. ) 

Several  financial  sector  contacts  also  noted  it  appeared 
either  PDVSA  or  the  GBRV  was  buying  back  an  undetermined 
quantity  of  PDVSA  bonds  (specifically  the  Petrobono  2011  sold 
in  July)  in  an  effort  to  lower  the  anticipated  yield  of  the 
new  Petrobono  issuance. 

J2 . (SBU)  Comment:  This  issuance  was  successful  in  that 

PDVSA  raised  the  amount  it  originally  intended.  However,  it 
also  showed  the  limitations  the  GBRV  and  PDVSA  face  in  using 
dollar-denominated  bonds  purchased  in  bolivars  as  a means  of 
controlling  the  parallel  rate  (ref  C).  The  primary 
limitation  is  that  the  more  debt  the  GBRV  and  PDVSA  issue, 
the  higher  the  yield  demanded  by  international  investors  to 
buy  the  bonds  on  the  secondary  market.  In  this  case, 
investors  apparently  proved  unwilling  initially  to  pay  the 
price  asked  by  PDVSA  given  the  yield  they  expected  the  bonds 
would  bring  on  the  secondary  market,  thus  causing  the  BCV  and 
GBRV  to  provide  additional  incentives.  End  comment. 
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